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Curtis S. Ekmark, #014773 e e I ED
Lynn M. Krupnik, #017311 T
Jason F. Wood, #027153 =~y
Ekmark & Ekmark, L.L.C. sy 10 P 3
6720 N. Scottsdale Road, Suite 261

Scottsdale, Arizona 85253 e TR
(480) 922-9292 I R IV ARG
Fax (480) 922-9422 U
jwood@ekmarklaw.com

Attorneys for the Class

BEFORE THE ARIZONA CORPORATION COMMISSION
COMMISSIONERS

GARY PIERCE, Chairman
BOB STUMP

SANDRA D. KENNEDY
PAUL NEWMAN
BRENDA BURNS

IN THE MATTER OF THE DOCKET NO. W-01303A-10-0448
APPLICATION OF ARIZONA-

AMERICAN WATER COMPANY, AN

ARIZONA CORPORATION, FOR A T e S RNALAN
DETERMINATION OF THE CURRENT

FAIR VALUE OF ITS UTILITY PLANT OF FILING DIRECT

AND PROPERTY AND FOR INCREASES TESTIMONY OF

IN ITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY
ITS AGUA FRIA WATER DISTRICT,
HAVASU WATER DISTRICT, AND
MOHAVE WATER DISTRICT

GLENN A. WATKINS AND
JOHN SHAW, P.E.
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In accordance with the September 23, 2011, Procedural Order in this docket, the

Class of homeowners associations hereby files the Direct Testimony of

VA
Arizona Cormoration Commission
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Glenn A. Watkins and John Shaw, P.E. in the above-referenced matter.

RESPECTFULLY SUBMITTED this 10™ day of November, 2011.

ORIGINAL and thirteen (131) copies
of the foregoing filed this 10" day of
November, 2011, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

COPY of the foregoing hand-delivered
this 10™ day of November 2011 to:

Dwight Nodes, Administrative Law Judge
Legal Division

Arizona Corporation Commission

1200 W. Washington Street

Phoenix, AZ 85007

COPIES of the foregoing mailed
this 10™ day of November 2011 to:

Janice Alward, Chief Counsel
Charles Hains, Attorney

Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

EKMARK & EKMARK, L.L.C.

=

Curtis S Ekmark
Lynn M.
Jason

6720 ¥. Scottsdale Rd., Suite 261
Scottgdale, AZ 85253

Attortieys for the Class
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BACKGROUND & EXPERIENCE PROFILE
GLENN A. WATKINS
VICE PRESIDENT/SENIOR ECONOMIST
TECHNICAL ASSOCIATES, INC.
EDUCATION
1982 - 1988 M.B.A., Virginia Commonwealth University, Richmond, Virginia
1980 - 1982 B.S., Economics; Virginia Commonwealth University
1976 - 1980 A.A., Economics; Richard Bland College of The College of William and Mary,
Petersburg, Virginia
POSITIONS
Jul. 1995-Present Vice President/Senior Economist, Technical Associates, Inc.
Mar. 1993-1995 Vice President/Senior Economist, C. W. Amos of Virginia

EXPERIENCE

L

Apr. 1990-Mar. 1993 Principal/Senior Economist, Technical Associates, Inc.

Aug. 1987-Apr. 1990 Staff Economist, Technical Associates, Inc., Richmond, Virginia
Feb. 1987-Aug. 1987 Economist, Old Dominion Electric Cooperative, Richmond, Virginia
May 1984-Jan. 1987 Staff Economist, Technical Associates, Inc.

May 1982-May 1984 Economic Analyst, Technical Associates, Inc.

Sep. 1980-May 1982 Research Assistant, Technical Associates, Inc.

Public Utility Regulation

A.

Costing Studies -- Conducted, and presented as expert testimony, numerous embedded and
marginal cost of service studies. Cost studies have been conducted for electric, gas, telecommuni-
cations, water, and wastewater utilities. Analyses and issues have included the evaluation and
development of alternative cost allocation methods with particular emphasis on ratemaking
implications of distribution plant classification and capacity cost allocation methodologies.
Distribution plant classifications have been conducted using the minimum system and zero-
intercept methods. Capacity cost allocations have been evaluated using virtually every recognized
method of allocating demand related costs (e.g., single and multiple coincident peaks, non-
coincident peaks, probability of loss of load, average and excess, and peak and average).

Embedded and marginal cost studies have been analyzed with respect to the seasonal and
diurnal distribution of system energy and demand costs, as well as cost effective approaches to
incorporating energy and demand losses for rate design purposes. Economic dispatch models
have been evaluated to determine long range capacity requirements as well as system marginal
energy costs for ratemaking purposes.

Rate Design Studies -- Analyzed, designed and provided expert testimony relating to rate
structures for all retail rate classes, employing embedded and marginal cost studies. These rate
structures have included flat rates, declining block rates, inverted block rates, hours use of demand
blocking, lighting rates, and interruptible rates. Economic development and special industrial
rates have been developed in recognition of the competitive environment for specific customers.
Assessed alternative time differentiated rates with diurnal and seasonal pricing structures. Applied
Ramsey (Inverse Elasticity) Pricing to marginal costs in order to adjust for embedded revenue
requirement constraints.
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GLENN A. WATKINS

Forecasting and System Profile Studies -- Development of long range energy (Kwh or Mcf) and
demand forecasts for rural electric cooperatives and investor owned utilities. Analysis of electric
plant operating characteristics for the determination of the most efficient dispatch of generating
units on a system-wide basis. Factors analyzed include system load requirements, unit generating
capacities, planned and unplanned outages, marginal energy costs, long term purchased capacity
and energy costs, and short term power interchange agreements.

Cost of Capital Studies -- Analyzed and provided expert testimony on the costs of capital and
proper capital structures for ratemaking purposes, for electric, gas, telephone, water, and
wastewater utilities. Costs of capital have been applied to both actual and hypothetical capital
structures. Cost of equity studies have employed comparable earnings, DCF, and CAPM analyses.
Econometric analyses of adjustments required to electric utilities cost of equity due to the reduced
risks of completing and placing new nuclear generating units into service.

Accounting Studies -- Performed and provided expert testimony for numerous accounting studies
relating to revenue requirements and cost of service. Assignments have included original cost
studies, cost of reproduction new studies, depreciation studies, lead-lag studies, Weather
normalization studies, merger and acquisition issues and other rate base and operating income
adjustments.

II. Transportation Regulation

A.

Oil and Products Pipelines -- Conducted cost of service studies utilizing embedded costs, I.C.C.
Valuation, and trended original cost. Development of computer models for cost of service studies
utilizing the "Williams" (FERC 154-B) methodology. Performed alternative tariff designs, and
dismantlement and restoration studies.

Railroads -- Analyses of costing studies using both embedded and marginal cost methodologies.
Analyses of market dominance and cross-subsidization, including the implementation of
differential pricing and inverse elasticity for various railroad commodities. Analyses of capital
and operation costs required to operate "stand alone" railroads. Conducted cost of capital and
revenue adequacy studies of railroads.

1L Insurance Studies

Conducted and presented expert testimony relating to market structure, performance, and
profitability by line and sub-line of business within specific geographic areas, e.g. by state. These
studies have included the determination of rates of return on Statutory Surplus and GAAP Equity
by line - by state using the NAIC methodology, and comparison of individual insurance company
performance vis a vis industry Country-Wide performance.

Conducted and presented expert testimony relating to rate regulation of workers
compensation, automobile, and professional malpractice insurance. These studies have included
the determination of a proper profit and contingency factor utilizing an internal rate of return
methodology, the development of a fair investment income rate, capital structure, cost of capital.

Other insurance studies have included testimony before the Virginia Legislature
regarding proper regulatory structure of Credit Life and P&C insurance; the effects on competition
and prices resulting from proposed insurance company mergers, maximum and minimum expense
multiplier limits, determination of specific class code rate increase limits (swing limits); and
investigation of the reasonableness of NCCI's administrative assigned risk plan and pool expenses.
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IV. Anti-Trust and Commercial Business Damage Litigation

Analyses of alleged claims of attempts to monopolize, predatory pricing, unfair trade
practices and economic losses. Assignments have involved definitions of relevant market
areas(geographic and product) and performance of that market, the pricing and cost allocation
practices of manufacturers, and the economic performance of manufacturers' distributors.

Performed and provided expert testimony relating to market impacts involving
automobile and truck dealerships, incremental profitability, the present value of damages,
diminution in value of business, market and dealer performance, future sales potential, optimal
inventory levels, fair allocation of products, financial performance; and business valuations.

MEMBERSHIPS AND CERTIFICATIONS

Member, Association of Energy Engineers (1998)

Certified Rate of Return Analyst, Society of Utility and Regulatory Financial Analysts (1992)
Member, American Water Works Association

National Association of Business Economists

Richmond Association of Business Economists

National Economics Honor Society
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Schedule GAW-3

Page1of 3
ARIZONA-AMERICAN WATER - AGUA FRIA DISTRICT
DETERMINATION OF WATER SUPPLY RESERVE MARGIN
(SUMMARY)
Rated Capacity Effective Capacity
| Rated Coincident Effective Coincident
| Capacity PeakDay  Reserve Capacity Peak Day Reserve
| (MGD) (MGD) Margin (MGD)  (MGD) Margin
I. Distribution System Connected to White Tanks:
Including White Tanks 42.61 14.87 187% 40.98 14.87 176%
Excluding White Tanks 22.61 14.87 52% 20.98 14.87 41%
Il. Distribution System Not interconnected:
Plant 1 6.62 2.84 133% 6.01 2.84 112%
Plant 2 6.91 2.04 239% 6.34 2.04 211%
Ptant 3 6.53 5.42 20% 5.92 5.42 9.3%
Well 11.2 1.27 0.79 60% 1.28 0.79 62%
Well 14.3 0.82 0.40 105% 0.88 0.40 120%
N.E. Agua Fria 3.74 2.70 39% 3.74 2.70 39%
IHl. Total Agua Fria If All Were Interconnected:
Including White Tanks 68.50 25.24 1/ 173% 65.15 25.24 1/ 158%
Excluding White Tanks 48.50 25.24 1/ 92% 45.15 25.24 1/ 79%

1/ Peak day production for total consolidated Agua Fria (July 8, 2011).

Source: Per Pages 2 and 3 unless otherwise noted.




|
Schedule GAW-3
Page 2 of 3
| ARIZONA-AMERICAN WATER - AGUA FRIA DISTRICT
| DETERMINATION OF WATER SUPPLY RESERVE MARGIN
} (WATER PLANTS CONNECTED TO WHITE TANKS FACILITY) 1/
|
| Rated Capacity Effective Capacity
Rated Rated Coincident Effective Effective
Pump Yield Capacity PeakDay Reserve Pump Yield Capacity Reserve
Well (GPM) 2/ (MGD) (MGD) 3/ Margin (GPM) (MGD) 4/ Margin
Plant 4:
4.1 1,200 1.73 850 1.22
4.2 800 1.15 884 1.27
43 888 1.28 916 1.32
4.4 1,348 1.94 698 1.01
4.5 990 1.43 815 1.17
4.6 514 0.74 759 1.09
4.7 1,000 1.44 837 1.21
AFTL1 500 0.72 504 0.73
AFTL3 720 1.04 568 0.82
AFTL4 600 0.86 600 0.86
MWD 7.22 1,017 1.46 1017 1.46 5/
Plant 5:
5.1 800 1.15 632 0.91
5.2 600 0.86 600 0.86
53 800 1.15 890 1.28
Plant 8:
8.1 400 0.58 274 0.39
8.2 540 0.78 759 1.09
8.3 240 0.35 249 0.36
MWD 610C 897 1.29 897 1.29 5/
Plant 9 & 10:
9.1 320 0.46 327 0.47
9.2 500 0.72 448 0.65
9.3 530 0.76 494 0.71
9.4 500 0.72 550 0.79
White Tanks Plant 20.00 20.00
Total w/ White Tanks 42.61 14.87 187% 40.98 176%
Total w/o White Tanks 22.61 14.87 52% 20.98 41%
|
| 1/ Connection to WTWTP: Responses to Staff 7.6 and 12.3.
|
|
| 2/ Capacity: Response to Sun City Grand 8.24 and Company Filing: Other Filing Requirements, Section 2.
3/ Based on period October 1, 2010 through September 30, 2011, per Company response to Sun City Grand Data Request
No. 8.19.
4/ Per Company response to Sun City Grand Data Request No. 9.8.
5/ Effective capacity not provided in response to Sun City Grand Data Request No. 9.8, therefore, rated capacity is utilized.
|
|
|
|




ARIZONA-AMERICAN WATER - AGUA FRIA DISTRICT
DETERMINATION OF WATER SUPPLY RESERVE MARGIN
(WATER PLANTS NOT CONNECTED TO WHITE TANKS FACILITY) 1/

Schedule GAW-3
Page3of3

Rated Capacity

Effective Capacity

Rated Rated Coincident Effective Effective
Pump Yield Capacity Peak Day Reserve Pump Yield Capacity Reserve
Well (GPM) 2/ (MGD) (MGD) 3/ Margin (GPM) (MGD) 4/ Margin
Plant 1:
11 1,200 1.73 1,114 1.60
1.2 1,200 1.73 1,013 1.46
1.4 1,000 1.44 891 1.28
1.5 1,200 1.73 1,155 1.66
Total 6.62 2.84 133% 6.01 112%
Plant 2:
21 1,200 1.73 1,171 1.69
2.2 1,200 1.73 1,200 1.73
2.3 1,200 1.73 787 1.13
2.4 1,200 1.73 1,248 1.80
Total 6.91 2.04 239% 6.34 211%
Plant 3:
31 1,200 1.73 776 1.12
3.2 1,000 1.44 1,051 1.51
33 1,133 1.63 1,059 1.52
34 1,200 173 1,228 1.77
Total 6.53 542 20% 5.92 9.3%
Other:
11.2 880 1.27 891 1.28
Total 1.27 0.79 60% 1.28 62%
14.3 570 0.82 611 0.88
Total 0.82 0.40 105% 0.88 120%
NE Agua Fria:
100.1 1,000 1.44 1,000 1.44
100.2 1,600 2.30 1,600 2.30
Total 3.74 270 39% 3.74 39%

1/ Connection to WTWTP: Responses to Staff Data Request Nos. 7.6 and 12.3.

2/ Capacity: Response to Sun City Grand data Request No. 8.24 and Company Filing: Other Filing Requirements,

Section 2.

3/ Based on period October 1, 2010 through September 30, 2011 coincidence for each plant, per Company response

to Sun City Grand Data Request No. 8.19.

4/ Per Company response to Sun City Grand Data Request No. 9.8.




Schedule GAW-4

COMPARISON OF UNIT PRODUCTION COSTS
WHITE TANKS vs. GROUNDWATER IN INTERCONNECTED AREA

(1) (2) (3)
Current Total
Treated Cost Production Production

Well ID Per 1,000 Gals. 1/ Per 1,000 Gals. 2/ (1) x (2)
4.1 $0.66 46,235 $30,515
4.2 S0.46 1 S0
4.3 $0.51 132,932 $67,795
4.4 $0.42 37,282 $15,658
4.5 $0.46 86,834 $39,944
4.6 $0.46 27 $12
4.7 $0.49 120,157 $58,877
5.1 $0.40 13,070 $5,228
5.2 $0.78 26,256 $20,480
5.3 $0.87 110,497 596,132
8.1 $0.45 20,426 $9,192
8.2 $0.47 44,429 $20,882
8.3 $0.56 18,870 $10,567
Well 610C N/A N/A
9.1 $0.51 11,413 $5,821
9.2 $1.18 37 S44
9.3 $1.13 17,477 $19,749
9.4 $1.25 430 $538
AFTL1 $2.55 3,912 $9,976
AFTL 4 $0.46 5,396 $2,482
MWD 7.22 $1.05 0 SO
Total 695,681 $413,891
Weighted Avg. Cost/1,000 Gals. $0.595
White Tanks $0.670

1/ Per "Water Quality and Operations Optimization Study," Final Report of
Narasimhan Consulting Services, Inc., January 2010.

2/ Company response to Sun City Grand Data Request No. 8.19.
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1 ||I. INTRODUCTION

2 1/]Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
3 [|A. My name is John Shaw, P.E. My business address is PO Box 4259,
4 Truckee, CA 96160.

5

6 1|Q WHAT IS YOUR PROFESSIONAL AND EDUCATIONAL

7 BACKGROUND?

8 || A. I am the Owner of John Shaw Consulting, LLC (JSC), which is a water and
9 wastewater utility consulting firm located in Truckee, California. I have
10 worked exclusively for John Shaw Consulting, LL.C since its inception in

11 2000.
12 During my career at JSC, I have consulted numerous public and
13 private water and wastewater utilities, other engineering firms, as well as
14 legal counsel on issues ranging from planning, finance, facility design,
15 regulatory compliance, management, operations and maintenance,
16 governance, industry standards and legal liability.
17 Prior to my work at JSC, I worked for Shaw Engineering, Ltd.
18 (SEL) (1986-2000) and SPB Utilities Services, Inc. (SPB) (1988-2000)
19 where I served as President and Secretary/Treasurer respectively. SEL &
20 SPB are both located in Reno, Nevada. SEL is a traditional engineering
21 firm that specializes in providing engineering services to the water and
22 wastewater utility industry, while SPB is a contract operations company,
23 providing operation and maintenance services to both public and private
i 24 water and wastewater utilities, as well as working for the Federal
‘ 25 Environmental Protection Agency (EPA), providing training services to
26 Nevada wastewater treatment plant operators.
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I am, or have been, an owner, member of a Board of Directors,
general manager, head of engineering and head of operations in the water
and wastewater utility industry.

I hold a B.S. in Civil Engineering from the University of Nevada,
Reno (1988) and have been certified as a wastewater and water treatment
and water distribution system operator to the highest levels available. I am
professional engineer registered or having been registered in the states of
Nevada, Idaho, New Mexico, California, Vermont, Oregon, Wisconsin,
Ohio, Guam, Washington and Michigan. A more complete statement of my
professional and educational background is provided in my attached

curriculum vitae (Exhibit A).

HAVE YOU PREVIOUSLY PROVIDED EXPERT TESTIMONY
BEFORE?

Yes, I have provided expert testimony in litigation matters concerning the
water and wastewater utility industry in several states, including Nevada,
California, Washington, Wisconsin, Oregon and Washington, D.C. I’ve
testified at trial, and mediations and arbitrations. I’ve been accepted as an
expert in the water and wastewater utility industry throughout the US as
well as Canada, the United Kingdom, Jamaica, Honduras, Belarus and

Spain.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?
I have been engaged by the Class of Homeowner Associations declared by
the Commission (the “Class”) currently consisting of 18 homeowner

associations to investigate the capacity, and used and usefulness, of the

White Tanks Water Treatment Facility (the “Plant”), which is owned,
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II.

operated, and maintained by Arizona-American Water (the “Company”).
Therefore, the purpose of my testimony is to present the results of the

studies I have conducted relating to those issues.

MR. SHAW, HAVE YOU EVER VISITED THE WHITE TANKS
WATER TREATMENT PLANT?

On October 11, 2011, I visited the White Tanks water treatment plant (the
“Plant”) and met with Ian Crooks, Joseph Cornejo (Director of Operations,
White Tanks water treatment plant) and Jeremiah Mecham (Operations
Superintendent), all employees of the Company. We discussed the
planning, design, construction, operation and maintenance of the Plant, the
regional water situation and the water distribution system. I was also given
a thorough and informative tour of the entire facility by Mr. Cornejo and

Mr. Mecham.

WATER RESOURCES - GROUNDWATER VS SURFACE WATER
DOES ARIZONA-AMERICAN WATER HAVE A CAP
ALLOCATION?

Yes. The Company’s current total CAP allocation for the Agua Fria
District is 11,093 acre feet per year (3.614 Billion Gallons per year or 9.90
MGD over 365 days).!

HISTORICALLY, HOW HAS ARIZONA-AMERICAN USED ITS
ANNUAL CAP ALLOCATION?
Prior to when the White Tanks Water Treatment Facility became

operational in late 2009, virtually all of the Company’s allocation was

Per CAP subcontract Status Report, April 2011.
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injected, directly or indirectly, into the groundwater aquifer. More recently,
the Plant has utilized between two thirds (66%) to three quarters (75%) of
the Company’s CAP allocation each year, with the vast majority of the
remainder being injected into the groundwater aquifer (See Exhibit H -

Company Response to SCGCA DR No. 9.5).

HOW DOES THE ULTIMATE USE OF THE COMPANY’S CAP
ALLOCATION AFFECT THE GROUNDWATER RESOURCES IN
THE AGUA FRIA DISTRICT?

Generally speaking, the net effect of CAP water use on the ground water
resources in the area is zero. Whether the CAP allocation is treated at the
Plant and distributed to customers or injected into the groundwater aquifer
and then later removed and distributed to customers, the net effect is the
same, zero. That is, there is no net benefit to the ground water system. In
fact, the cost associated with treatment of the Company’s CAP allocation
(as a surface water) is typically, in the industry, much more expensive than
injecting it into the groundwater and later removing it.

The utilization of surface water for potable use requires that the
water meet the Environmental Protection Agency’s (EPA) Safe Drinking
Water Act regulations for surface waters. This includes, among other
things, the requirement of filtration and disinfection prior to distribution
and delivery to customers. Generally, groundwater, on the other hand, is
much less regulated. In fact, based upon the EPA regulations, groundwater
can be pumped directly out of the ground and distributed to customers

without any treatment if it meets primary and secondary water quality

standards.
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The injection of surface water into an aquifer has the same effect as
treatment, such that the water can then be removed from the aquifer and
treated as groundwater, thereby avoiding the regulatory hurdles associated
with surface water. This process is typically much less expensive per unit

delivered than treatment of surface waters.

COSTS AND CAPACITY

MR. SHAW, THERE HAS BEEN CONSIDERABLE
CONTROVERSY SURROUNDING THE CAPACITY OF THE
PLANT. WILL YOU PLEASE CLARIFY?

Yes. It is my understanding based on conversations with the Maricopa
County Environmental Services Department (MCESD), that the Company
provided the MCESD with a permit application for the Plant that asked for
a facility rating (firm capacity) of 13.4 MGD. That application included
page 1-5 of a Black & Veatch report (See Exhibit B) which illustrated the
capacity of each treatment train unit, the number of units, and the
cumulative “system firm capacity”. The document clearly states that “firm
capacity is the system capacity with the largest unit removed from service”.
Likewise, as has been stated in several Company documents and multiple
occasions in its testimony, firm capacity is calculated with the removal of a
major treatment train component in compliance with the Arizona
Department of Environmental Quality, “Guidelines For Construction of
Water Systems, Engineering Bulletin No. 10”, dated May 1978 (Bulletin
No. 10). That particular section of Bulletin No. 10 reads as follows:

“RELIABILITY. Unless the treatment plant can be taken out of
service for a period of time for maintenance and repair work, two or

more of all essential treatment units or items shall be provided.
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With one unit or item out of service, the remaining units or items
shall meet the design capacity of the plant.”

(Emphasis added)

In fact, the Plant is taken out of service for an extended period of
time every year. Specifically, the plant is taken out of service for more than
two months out of the year to accommodate cleaning of the canal that
transports CAP water to the Plant. For this reason, the exception applies,
and the actual firm capacity of the Plant is calculated without the removal
of any component. Therefore, the actual firm capacity of the White Tanks
Plant is 20 MGD, rather than the 13.4 MGD capacity proffered by the

Company.

IN YOUR OPINION, HAS THE COMPANY BUILT A PLANT THAT
REPRESENTS EXCESS CAPACITY?
Absolutely. The firm capacity of the Plant is twenty (20) MGD. At best,
the Company can treat 9.9 MGD, based upon its annual CAP allocation.
Likewise, during the period of September 2010 thru August 2011, the
Company ran 2.9 billion gallons through the Plant (Exhibit F & Exhibit G —
Company Response to SCGCA DR No. 8.37) and shut down the Plant
completely for seventy-two consecutive days. Furthermore, the most
current data (Exhibit H — Company Response to SCGCA DR No. 9.5)
indicates that the Plant production only runs between 66% and 75% of the
Company’s annual CAP allocation (the rest going to groundwater
recharge).

Given this data, the Plant’s excess capacity is 20 MGD when it is not

needed. This would be when either the Plant is shut down due to canal

maintenance or when demand is less than well production capacity (Exhibit




N-TEN- RN T~ N O OC N R

NN NN NN N e s e e e e e e e
[ S T G U e N S N N - N R Y B - VS S )

D— Company Response to SCGCA DR No. 8.24). When the Plant is
needed to meet peaking demands, the overcapacity is a function of the total
demand in excess of the 44.8 MGD well production capability. From
September 2010 thru August 2011, the most extreme month for water
demand was August of 2011. During that month, the average daily demand
in the Agua Fria District was 22.8 MGD (versus the 44.8 MGD well
production capability), while the Plant averaged 7.83 MGD of production
(Exhibit F — Company Response to SCGCA DR No. 8.19).

MR. SHAW, CAN YOU DESCRIBE THE LEVELS OF
OVERSIZING OR EXPANDABILITY THAT EXISTS AT THE
PLANT?
The Company has provided a listing of the design capacities of all of the
major treatment train components in Exhibit B. Each component has
excess capacity ranging from between 13.4 MGD to 33.4 MGD, or 66%
and 83% of total unit design capacity. In particular, the intake structure, the
raw water storage supply, pumps and bypass have rated capacities of 40
MGD. The finished water pumps have a rated capacity of 25 MGD. The
raw water intake discharge, bar screen, static mixer, splitter box, UV
reactor, flocculation basins, DAF clarifiers and filters all have capacities of
20 MGD (despite the “permitted” capacity of 13.4 MGD).

As for the total land, based upon a visual inspection of the site, as
well as the detailed design drawings provided (Exhibit C), approximately

twenty five percent of the land is currently built on, leaving the remaining

seventy five percent available for future expansion.
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IN YOUR OPINION, HOW SHOULD COSTS ALLOCATED TO
THE OVERSIZING OR EXPANDABILITY BE ACCOUNTED FOR?
In my experience, the costs associated with expandability and oversizing, or
built-in excess capacity are typically paid for with reserve funds, tracked on
the books separately and then included in the connection fees paid by new
development. The connection or hook-up fees, as opposed to use rates,
should include the cost of infrastructure required to provide service,
including the cost of previous expenses associated with oversizing of pipes,
facilities, land acquisition and other associated costs.

The Plant was clearly envisioned to provide service for future
customers and it provides a poor track record for reliance for even those
future needs. Its existing use is occasional, inconsistent and undependable.
As outlined in the Company’s own statement (Exhibit I — Company
Response to SCGCA DR No. 10.35) as well as productions data (Exhibit E
— Company Response to SCGCA DR No. 8.18), the Plant has been
effectively taken out of service twice due to unexpected raw water quality
issues, both times during the peak summer months. On top of that, the Plant

is completely out of service for months at a time during the winter.

IS THE PLANT USED AND USEFUL?

I think that it is important to note that the terms, at least in this context, are
not mutually exclusive. “Used and useful” should be considered as one
rather than as separates. We can see clearly that the Plant is used at times.
Of that there is no debate. As for usefulness, that quite a different matter.
From December 11, 2010 to February 21, 2011, the Plant produced no
water, CAP or otherwise. The fact that the water system can operate

apparently without any significant issues for seventy two (72) consecutive

10
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days without water from the Plant, leads me to believe that the Plant’s
usefulness is, at best, very limited. Furthermore, well production capability
in the district is listed as approximately 44.8 MGD (Exhibit D — Company
Response to SCGCA DR No. 8.24), yet the maximum monthly average
demand (August 2011) in the Agua Fria District was approximately 22.8
MGD (Exhibit F — Company Response to SCGCA DR No. 8.19).
Undoubtedly, significant excess capacity exists when the Plant is

considered and there is abundant reserve capacity even without the Plant.

PUBLIC VERSUS PRIVATE MODEL

MR. SHAW, PLEASE DISCUSS THE DIFFERENCES BETWEEN
HOW PUBLIC AND PRIVATE UTILITIES APPROACH FUTURE
NEEDS?

In the public arena, when an entity such as a publicly owned water utility
expands facilities at its own expense, it is for the express purpose of better
serving existing customers. The utility either takes reserve funds which
were specifically set aside for this purpose or borrows specifically for the
purpose of capital improvements. When a public entity is faced with the
need to expand facilities in order to accommodate new customers, such as a
major development, typically the developer is made to provide the monies
in advance of even design. This is done so that no public money is involved
in speculation associated with land development.

In the private arena, this can be a different matter. Since a private
entity is free to gamble its money on speculation, it can, in advance of
development, build to its heart’s content. If you will, a private entity can

take a “build it and they will come” approach and gamble on growth.

11




% 1 In fact, the Company, in its revised application in Docket No. 05-0718
2 states:
“Other entities have approached Arizona-American concerning
3 purchasing treatment services at the completed plant. If the
additional capacity is immediately available, this will make the
4 White Tanks Plant more attractive to other purchasers. In turn, third
ﬁartl}(f purchases would reduce the future revenue requirement or
5 ook-up fees required to recover the cost of the facility”
6
This approach is definitely not a public entity mindset. That’s not to
7
g say that it does not have some merit and could possibly be to the advantage
of the existing customer base, but it is a gamble that is not to be made with
9
the public dollar, especially not without the public’s express consent.
10
11
Q. SHOULD AGUA FRIA CUSTOMERS BE ASKED TO BEAR THE
12
BURDEN OF THIS ERROR?
13
A. In my opinion, it would be patently unreasonable to ask those who would
14
not benefit from a successful outcome to pay the losses, debt or burden of a
15
negative outcome. Those who stand to benefit should also stand to lose in
16
the same proportion. The Company is allowed to earn a significant return
17
on amounts included in rate base, which includes the capital cost of used
18
and useful facilities. This does not incentivize frugality, but rather
19
encourages a private entity to plow as much cash into infrastructure as it
20
thinks it can get away with. The issue of used and useful should be dealt
| 21
‘ with prior to the investment, not afterwards. The Company did not bother
22
to address this issue in advance and is now stuck with an investment in
23
| facilities that is not earning. This was the gamble that turned out to be a
| 24
loser.
25
Furthermore, the argument that the ratepayers also stand to benefit
26
from excess capacity rings hollow. The arguments to bolster that position
12




1 are all based upon speculation and conjecture rather than hard evidence and
2 facts. There is minimal advantage to the existing customers. The Company
3 has certainly not provided operational evidence that there is significant
4 advantage to the Plant over the previous mode of operation which was, and
5 to some extent still, is injecting its CAP allocation into the aquifer.
6 Clearly this plant was envisioned, designed, and built to serve future
7 growth. Growth that did not materialize due in part to an economy that has
8 been in a downward spiral now for years. In this economy, as we’ve all
9 seen, there are winners and there are losers. If you gambled, you may be a
10 loser and, if so, your lumps are coming.
11
12 [[Q. MR.SHAW DOES THIS CONCLUDE YOUR TESTIMONY?
13 || A. It does, however, I reserve the right to revise my testimony based upon
14 additional data and evidence.
15
16
17
18
19
20
21
22
23
24
25
26
| 13
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Curriculum Vitae of John Shaw, P.E.
John Shaw Consulting, LLC
Water, Wastewater, Hydraulic & Forensic Engineering

Address
Physical: 12654 Samuel Drive, Truckee, California 96161
Mailing: PO Box 4259, Truckee, California 96160
Phone Number: (530) 550-1576
Facsimile Number: (530) 579-3388

Email Address: John@shaweng,com

Education
B.S. — Civil Engineering — University of Nevada, Reho - 1988

Registrations and Certifications

Professional Engineer — Nevada No. 10023
Professional Engineer — Idaho No. 7238 (inagti
Professional Engineer — New Mexico No
Professional Engineer — California No. 61
Professional Engineer — Vermont N
Professional Engineer — Oregon
Professional Engineer — Wi
Professional Engineer — Oh
Professional Engineer — Gu
Professional Engineer — Wa
Professional Engineer — Mic
Professional Reviewer & Ex
Surveying

NCEES Records Program — 19794

United States Council for International Engineering Practice — Certificate No. 19794
AWWA Certification — Grade IV Water Treatment Plant Operator No. 276

AWWA Certification — Grade 1V Water Distribution Operator No. 430

WEF Certification — Grade 1V Wastewater Treatment Plant Operator No. NV-322
California DHS Certification — Grade V Water Distribution System Operator No. 7225

)

0 (inactive)

0

. L] L[] L . L[] L e o . L] L[]

d of Examiners for Engineering & Land

Nevada State Health Certification — Grade IV Water Treatment Plant Operator No. 207 (inactive)
Nevada State Health Certification — Grade IV Water Distribution Operator No. 430 (inactive)
State of Nevada Certification — Grade IV Wastewater Treatment Plant Operator No. NV-322
OSHA Confined Space Safety Certification (29 CFR 1910.146, 1926.1001, 1915.1001)

Professional Work History

2000 — Present: John Shaw Consulting, LLC: Provides Civil Engineering including design, planning and
consulting on operations and maintenance, regulatory compliance and management services specific to the water
and wastewater industry and consulting and expert witness testimony for attorneys. John has lived and/or worked
in many of the United States as well as Jamaica, Mexico, Scotland, England, Spain, France, Italy, Honduras,
Columbia, Belarus and Canada.

CV John Shaw, PE. ) . October 12, 2011
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1986 — 2000: Shaw Engineering, Ltd.: President. Owned and managed this company until October, 2000, when
it was sold to two of the Principal Engineers. Through Shaw Engineering, Ltd., | was involved in a diverse list of
projects including water and wastewater planning, treatment, conveyance, collection, rehabilitation re-use and
disposal facilities including planning, design, construction and contract management, operations, safety, and
regulatory requirements. Through Shaw Engineering, Ltd., was appointed City Engineer for the City of Lovelock,
in 1989 provided that service as well as serving as the City Building official until 1999. Later, provided these
services as well to Lander County, Nevada. More recent projects include, Duraflex International — Industrial
Wastewater Treatment and Disposal Facility, Alpine Springs County Water District, Gold Mountain Community
Services District, Pine Ridge Water Company (Nos. 1 & 2), Matthew’s Ranch Wastewater Treatment and Disposal
Facility, Quill Ranch Water Treatment Plant, Grand View Terrace Water Company,

City of Lovelock Wastewater Treatment Facility (SBR); Lander County Public Safety Facility Construction
Management; Battle Mountain Wastewater Treatment Plant; Lander County Humboldt and Reese River
Contaminant Modeling; Lander County Pool Rehabilitation; CDB Effluent Reuse Facility-Hydraulic Analysis; Silver
Lake Water Company System Mapping; Northstar Summit Deck & Grille; Sky Vista Sewage Lift Station and Force
Main; Washoe County Utility Division Southern Washoe County Sewer and Water Utility System Mapping; Incline
Village GID Burnt Cedar Beach Pool Rehabilitation; and numerous others.

1988 - 1995: SPB Utility Services, Inc.: Secretary/Treasurer. SPB is an operations company that provides contract
operations, and operations and maintenance consulting services throughout the State of Nevada. As the Secretary of
the corporation, was responsible for all of the local (Reno, Sparks, Washoe County) operations, employees and

clients, as well as regulatory compliance, including OSHA, at all the facilities for which the company was responsible.

Affiliations
* University of Nevada, Reno, Department of Civil Engineering — Curriculum Advisory Board Member
. American Water Works Association - Member #233221
. AWWA, lllinois Section — Water System Distribution Committee - Member
. International Water Association (IWA) - Member
. Forensic Expert Witness Association (FEWA) - Member
. Tahoe Truckee Sanitary Agency (TTSA) — Board of Directors (2002 — 2005)

Washoe County Health Department — Sewage, Water, and Sanitation Hearing Board Member
(appointed 1993-1998)

¢ Tahoe-Truckee Engineers Association
. Volunteers for Overseas Cooperative Assistance (VOCA) - Volunteer
* Water for People — International Volunteer
. American Society of Civil Engineers
. National Society of Professional Engineers
. National Association of Corrosion Engineers - Member #6896-00
* American Backflow Prevention Association - Member #Q1245
. Water Environment Federation - Member #1645765
* National Association of Sewer Service Companies (NASSCO) - Member
CV John Shaw, PE. October 12, 2011
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White Tanks Regional Water Treatment Plant DB Project

Design Mem_orandurh '

Arizona American Water Company

Chapter 1 — General Requirements

Table 1-2
Firm Capacnty of Systems and Major Eqmpment
‘System Description Number Capacity System Firm |
' ' of Units | (each unit) M| capacity® |

Intake structure (Canal Turnout) 1 40 mgd 40mgd®
Raw water intake discharge, RW1-42”. 1 20 mgd  20mgd®
Bar screens (1 mechanical, 1 manual) 2 20mgd . |.  20mgd

Raw water storag_upply, RWSS- 48" 1 _'40 mgd 40mgd® |-
Raw water (RW) storage 2 10 MG 20 MG @

Raw water pump suction, RWS-42” 1 40 m&i 40 mgd @

Raw water bypass, RWB-30” 1 40 mgd 40 mgd @

Raw water pumps 3 10 mgd 20 mgd

Static mixer (30") 1 20 mgd 20 mgd ®
Splitter box (4-way) 1 20 mgd 20 rhgd ®
Flocculation basins (3 of 4 trains) 3 6.7 mgd 13.4 mgd

DAF clarifiers (3 of 4 trains) 3 6.7 mgd ) 134mgd®
Filters (3 of 4 trains) 3 . 6.7mgd® | 134mgd®

UV reactors 2 20 mgd 20 mgd
Storage reservoirs 2 - 1.2 MG 2.4 MG &8
Finished water pumps (2 with VFD, 3 2-10 and 1-5 15 mgd

.| one of each size) : mgd ' .
Filter backwash pumps 2 19.1 mgd 19.1 mgd
Filter-to-waste equalization basin . - 1 54,300 gal _ NA
 Wastewater clarifiers 2 11,770 ppd | 11,770 ppd @
| Return flow pumps 2 2,100 gpm 2,100 gpm (10)

Drying bed feed pumps_ 2 474 gpm’ 474 gpm.
| Drying beds 3 5016ppd | 5,016 ppd-
Notes: ' - , _

(1). Capacity refers to production capacity and does not include recycle streams.

2) Fitm capacity s the system capacity with the largest unit removed from service.

(3) For systems with no moving parts such as pipe or basins, firm capacity is considered the same
capacxty as unit capacity. The raw water storage basins contain no equipment and may be kept in .
service continually, except for annual cleaning and inspection during scheduled periods of reduced

plant flow or to reduce detention time during low flow conditions.

(4)  Peak flocculation rate is based on 15.7 minutes detention time. Flocculatxon basin capacnty is 5 0
mgd at 20 minutes detention time. -

(5)__Based on a loading rate of 7.9 gpm/sf during penod when one train is-out of service.

(6) _Based on a loading rate is of 6 gpm/sf.

(7) The firm capacity for filtration is based on one filter out of service, for maintenance or for

backwashlgg

BV Project 136589
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COMPANY: - ARIZONA AMERICAN WATER COMPANY

DOCKET NO: W-01303A-10-0448
Response provided by: lan Crooks
Title: Director of Engineering

Address: ' 2355 W. Pinnacle Peak Rd., #300

Phoenix, AZ 85027

Company Response Number: Sun City Grand 10.35

Q:

With regard to all outages, equipment failures, source of supply constraints, or any
other production reasons that would have prevented the White Tanks facility from
producing at its full 20MGD capacity (other than annual closure of the canal for
maintenance), please provide the following for the period July 2010 through the
present:

(a) duration;

(b) date(s);

(c) reason

(d) reduction to total output capacity.

Listed below are the events that caused lower production than normally expected
from the White Tanks:

1. Lake Pleasant CAP Construction - June 28, 2010 thru July 31, 2010: A CAP
canal construction project commenced which required switching the canal source
water from Colorado River to Lake Pleasant. The Lake Pleasant water supply
came from the lake bottom, which again produced high raw water turbidity levels.
The decision was made for White Tanks to run at a reduced flow rate to maintain
quality parameters over the course of the construction schedule. During this event,
some Agua Fria Water District wells were brought back on-line to augment White
Tank production to meet system demand. The estimated reduction to White Tanks
total output capacity during this period is 141 million gallons.

2. Mechanical Failure of the DAF Compressors — August 12, 2010 through
August 23, 2010: The DAF (dissolved air flotation) compressors failed, leaving the
plant incapable of treating the water. The DAF failure was the result of contractor
error during White Tanks construction. This shutdown continued until a backup
compressor was supplied and installed. Once installed the plant began production
again but at reduced flows while the temporary compressors were tested with
incrementally increased daily production rates. The plant returned to full production
on August 31. During this event, some Agua Fria Water District wells were brought
back on-line to augment White Tank production to meet system demand. The




estimated reduction to White Tanks total output capacity during this period is 172
million gallons.

3. Raw Water Quality - August 2011 through September 2011 — The raw water
quality began deteriorate in July from the growth of algae in canal as a result of
higher water temperatures and lower CAP canal water velocity because of the
change in water sources on the CAP canal. The algae growth caused higher
organics and lower alkalinity in the raw water. As the raw water quality continued
to worsen, the White Tanks plant had difficulty maintaining optimum treatment. On
August 12", management decided to reduce the production of White Tanks to
about three to four million gallons per day in order to maintain the water quality
delivered to customers and determine the cause of the raw water quality issue and
options to mitigate in the future. After identifying the cause, studying and testing
solutions, and implementing changes to the treatment process, on Monday,
September 12", management authorized plant production to increase and by
Friday, September 16", production returned to normal levels. The estimated
reduction to White Tanks total output capacity during this period is 237 million
gallons.




